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l. | NTRODUCTI ON
On April 30, 1993, pursuant to GL. c. 164 App., 8§ 2-1
t hrough 2-10 and 220 C MR 88 7.0@t seq., Boston Edison

Conpany ("BECo" or "Conpany") filed with the Departnent of Public
Uilities ("Departnment”) a petition for approval by the
Departnment of the Conpany's proposed operating budget of
$1,814,712, with reconciliations of under- and overcoll ections
fromprior fiscal years resulting in a net anount to be collected
of $1,709, 007, and applicable nonthly surcharge of $0.21 for the
residential energy conservation service ("ECS') programfor the
fiscal year July 1, 1993 through June 30, 1994 ("FY 1994"). The
petition was docketed as D.P.U. 93-90.

Pursuant to notice duly issued, a hearing was held at the
of fices of the Departnent on June 10, 1993. The Depart nent
granted the petition for leave to intervene filed by the D vision
of Energy Resources ("DOER'). No other petitions for |eave to
intervene were fil ed.

I n support of its petition, the Conpany sponsored the
testi nony of one witness: Agnes E. Hagopian, energy conservation
servi ces program nmanager at BECo. DOER sponsored the testinony
of Bruce Ledgerwood, residential energy planner. The Conpany
submtted two exhibits and responded to el even record requests,
t he DOER subnmitted one exhibit, and the Departnent submtted nine
exhibits, all of which were part of the evidentiary record.

1. STATUTORY HI STORY

In response to the mandates of the National Energy
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Conservation Policy Act of 1978, the Commonweal t h of
Massachusetts enacted St. 1980, c. 465, codified as GL. c. 164
App., 88 2-1 through 2-10, to establish the ECS programand to
require all electric and gas utilities in Massachusetts to offer
on site energy conservation and renewabl e energy resource
services to their custoners, thereby encouraging citizens to take
steps imediately to inprove the energy efficiency of al
residential buildings in Massachusetts. GL. c. 164 App., 8§ 2-2.
The statute requires each utility to provide certain energy
conservation services through individual or joint efforts in
conformance with an overall state plar. I|d.

Pursuant to the statute, DOER nust adopt a state plan and
pronul gate regul ati ons necessary to inplenent that plan.ld.,
8 2-3(a). Specifically, DOER is responsible for:
(1) establishing residential conservation and energy goals
("goal s"); (2) establishing ECS program gui del i nes;
(3) nonitoring the inplenmentation of the programrequirenents;
and (4) overseeing the inplementation of the state plan by

approving a utility inplenentation plan ("UP"). Each utility

. Prior to 1989, DCER required utilities to offer a conmerci al
energy conservation service program for busi nesses and ot her
comer ci al custoners; however, DOER elim nated that
requi rement when the Departnent required the inplenmentation
of demand-si de nanagenent ("DSM') prograns that are geared
toward commrercial custoners. Commonweal th Gas Conpany
D.P.U 92-116, at 3 (1992).
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must submt a U P to DOER annual | > After a utility receives
annual approval of its UP fromDCER, it nust submt its proposed
ECS program operati ng budget and proposed ECS surcharge for the
upcom ng fiscal year to the Departnent for review GL. c. 164
App., 8§ 2-7(b).

[11. COVPANY PROPOSAL

A. Establishnent of ECS Program Goal s

The proposed budget for each fiscal year is based on DOER
ECS goals, detailed in the UP, that specify levels of effort
required for each individual utility or group of utilities
(Exh. BE-1, 8 V1). 1In conference with the utilities, DOER
establishes specific goals for the delivery of audits and
"equi val ent services" which include a variety of follow up
services for custoners who have received an audit. The
equi val ent services are designed to assist custonmers in pursuing
conservation nmeasures recommended as a result of the audit, to
provi de educational and infornmational services, and to establish
various pilot prograns.

For FY 1994, DOER enunerated the "equival ent services"
designed to assist custonmers in pursuing conservation nmeasures

recommended pursuant to an audit (Exh. DOER-1, Att. 1). These

2 The ECS program consi sts of a one-to-four unit ("1-4")
residential programand a multifamly building ("MB")
program
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include: (1) contractor arranging services ("CAS"'y;(2) post-
installation inspections in hones where conservati on neasures
have been installed followi ng an ECS audi t*;(3) denonstration
material installations ("DM")5 (4) bul k purchasing servicesé

(5) major work order specificati dndevel opnent services; and

3 CAS provi des technical assistance and gui dance to the
customer throughout the course of securing and enacting a
contract for the installation of energy conservation
nmeasures (Exh. DCER-1, Att. | at 14). CAS incl udes
assisting the custoner in selecting a contractorid.).

4 A post-installation inspection is an on-site quality control
i nspection by a DOER-approved inspector of the installation
of an energy conservation neasure to determ ne whether the
nmeasure will performproperly to save energy (Exh. DCER-1,
Att. | at 14).

> DM is the installation by the auditor at the tine of the
site visit of |ow cost energy conservation materials, not to
exceed $30 in value (Exh. DOER-1, Att. | at 10). Materials
are installed for the purpose of denonstrating to the
custonmer the proper application and installation of the
material (id.). Materials are chosen for installation and
denmonstration at the discretion of the auditor based on the
priority of fuel-blind, specific energy conservation needs
of the dwelling as determned during the auditid.).

6 Bul k purchasi ng provi des access to bul k biddi ng or group
pur chasi ng services for custonmers seeking to purchase energy
conservation materials (Exh. DOER-1, Att. | at 13).
Mat eri al s avail abl e through this service nust include all
materials, same type and quality, as denonstrated in the DM
service (id.).

! A maj or work order/specification is the preparation of a job
specification sheet for a major energy conservation
neasur e(s) reconmmended during the audit fromwhich: (1) a
customer may install the neasure(s) personally; (2) a
customer may contract for the installation of the neasure by
a contractor; or (3) a contractor may work to provide the
custonmer with a conplete and accurate bid for 1 nstallation
of an energy conservation nmeasure under the utility's CAS
progr?n1(see definition of CAS above) (Exh. DOER-1, Att. |
at 12).
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(6) lowcost work order/specification devel opnent servi ces
(Exh. DCER-1, Att. I). A seventh, optional service is the
ECS/ Weat heri zati on Assi stance Program ("WAP") coordi nation
service (id.).

Equi val ent services goals are determ ned as a percentage of
audit recipients who should participate in the foll ow up of
equi val ent services. The percentages are the m ni mrum goal for
service delivery under all utility and group ECS prograns
(Exh. DCER-1). As in prior fiscal years, ECS audit and
equi val ent services goals do not represent a ceiling to custoner

participation. See Mass-Save, Inc., D.P.U 91-28, at 4-5 (1991).

Rat her, DCER encour ages ECS program providers to exceed goals in
a cost-efficient manner (d.).

B. Audit Goals

BECo participated with DOER in goal -setting for FY 1994 and
stated that its U P for FY 1994 was approved by DOER (Exhs. BE-1,
8 V.1, BE-2, at 2; DOER-1, at 15-16). For FY 1994, BECo has set
an ECS goal of 9,000 audits?® and an equival ent services goal of
15,705 in the 1-4 unit program (Exh. BE-1, at V-3.2). BECo also
has set a goal of 450 audits under WAP, an MFB goal of 375

A |l owcost neasure work order/specification is the
preparation of a job specification sheet for purchase of
materials for | ow cost energy conservation neasures such as
infiltration, domestic hot water, and |ighting nmeasures
(Exh. DCER-1, Att. 1, at 13).

o This is an increase over the FY 1993 goal of 8,200 audits.
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audits,' and a tenant services goal of 500 auditsi@d.). The
Conmpany' s proposed FY 1994 budget is approximtely five percent
hi gher than its FY 1993 budget.

DCER s witness testified that the Conpany's FY 1994 goal s
wer e established by (1) review ng ECS production over the
previ ous three years and (2) considering the degree of planned
I i nkage between ECS and utility DSM nanagenent prograns and the
i npact of those programs on each conponent within the ECS program
(Exh. DCER-1, at 4-5). |In the case of M-B, DCOER accepted the
Conmpany's proposal to reduce its FY 1994 target to 375 audits due
to BECo's contention that the nunber of buildings per audit was
declining (id., at 9-10)."

DCER stated that as part of its ongoing ECS program
adm ni stration and FY 1993 goal setting procedures, DOER gathered
CAS programinformation fromthe five ECS-covered utility
progranms based on the first six nonths of FY 1993 (Exh. DCER-1,
at 6). DCER explained that data was coll ected and anal yzed for
program costs, participation rates, and custoner investnents per
installed nmeasure (d.). To evaluate the cost effectiveness of
CAS, DCER conpared the total programcosts to the total estinated
savings (id.). To estimate total savings achieved through CAS,

DOER cal cul ated the cunul ati ve sumof the estimated lifetinme

10 This is a reduction fromthe FY 1993 goal of 440 audits.

1 Typically, an audit in the ECS MFB Program wi || study energy
consunption in several buildings of simlar or identical
construction in a conpl ex.
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savi ngs of each neasure installed under CASi@d.). DOER stated
that ECS providers estinmated annual savings per neasure based on
ECS audit savings projections, and that lifetinme savings for each
i ndi vi dual measure were then estimated by multiplying these first
year savings by the individual neasure lifetine averages based on
techni cal assessnents reported in three utility DSM cases (.

at 6-7).

DCER stated that its evaluation of CAS did not exam ne the
degradati on of measures over their lifetime, interactivity of
nmeasures, the effects of free riders, nor did the eval uation
consi der the benefit of externalities or other non-energy
benefits that may have been realized through the workid. at 7).
Furthernore, in its testinony, DOER stated that its analysis of
CAS had not discounted the value of future energy savings to
reflect the tinme-value of noney (Tr. at 47). DCER contends that
if all of these factors were taken into account, there would
still be nore than a one to one ratio of dollars saved to dollars
spent (id.).

V. STANDARD OF REVI EW

In order for the Departnent to review a utility's proposed
ECS program budget, the utility's budget filing nust conformto
Departnent regul ations set out at 220 C MR 88 7.06t seq. It

al so nmust neet the filing requirenments enunerated ikBss-Save,

Inc., D.P.U 85-189, at 15-16 (1985).
After determning that a utility's ECS program budget filing

is conplete, the Departnent nust review the proposed budget for
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reasonabl eness and consi stency wth the state plan adopted by
DCER and approve the budget in whole or with nodification. G L.
c. 164 App., 8 2-7(b). The Departnent has stated that, in
general , expenses for the ECS programrequire the sanme |evel of

justification as other utility operating expenses. Mass- Save,

Inc., D.P.U 1531, at 11-12 (1983). These expenses nust be shown
to be prudently incurred and reasonable. Id. The deci sion-

maki ng process in the selection of contractors, the choice of

mar keti ng techni ques and expenses, and the all owance made for

adm ni strative and ot her operating costs should be docunented to
denonstrate that the utility has chosen a reasonabl e neans of
nmeeting the programregul ations at the |owest cost.ld. The
utility should show that a reasonabl e range of options has been
consi dered before choosing one particular contractor or plan.

Id.

After conpleting its review of a utility's proposed ECS
expendi tures for reasonabl eness, the Departnent al so nust review
the utility's proposed ECS surcharge by which the utility is
entitled to recover the full cost of the ECS programfromits
custonmers. As part of this review, the Departnment nust exam ne
any differences between the anobunts coll ected and the anounts
expended on the ECS programby the utility during the prior
fiscal year and deduct any expenses that it finds to have been
unreasonable. GL. c. 164 App., 8 2-7(f). After deducting any
unr easonabl e expenses, the Departnent nmust ensure that the net

difference is reflected accurately as an adjustnment to the
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utility's proposed ECS surcharge for the upcom ng fiscal year
Id.
V. ANALYSI S AND FI NDI NGS

A, FY 1992 Expenses

I n Boston Edi son Conpany D.P.U. 91-87 (1991), the

Depart nment approved a net operating budget of $1,812,743 for
BECo's FY 1992 ECS program The budget approval was based on a
1-4 Unit Program goal of 8,200 audits, an equival ent services
goal of 14,637, and an MFB goal of 440 audits. BECo reports that
its actual twelve-nmonth expenditures for FY 1992 were $1, 635, 406
(Exh. BE-1, 8 1V, at 2.1). The Conpany provided a justification
for all budget line-items which varied by nore than $2,000 from
t he budget approved in D.P.U. 91-87 (Exh. BE-1, 8 IV, at 1.17).

Based on our review of the record in this proceeding, the
Departnent finds the Conpany's twel ve-nonth expenditures for
FY 1992 to be reasonable, and therefore recoverable fromits
r at epayers.

B. FY 1993 Expenses

I n Boston Edi son Conpany D.P.U. 92-113 (1992), the

Depart nment approved a net operating budget of $1, 725,227 for
BECo's FY 1993 ECS program The budget approval was based on a
1-4 Unit Program goal of 8,200 audits, an equival ent services
goal of 15,352, and an MFB goal of 440 audits (Exh. BE-1, § II
at 1).

Based on nine nonths of actual operating expenses of

$1, 216, 718 and three nonths of estinated operating expenses of
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$375, 355, BECo projects total expenditure of $1,592,073 in

FY 1993 (id., 8 Ill, at 1.2). The Conpany further projects that
by the end of FY 1993, it will have conpleted 9,892 audits in the
1-4 Unit Program provided 19, 335 equi val ent services, and
performed 543 audits in the MFBi(d., 8 Il, at 1). Thus, the
Conmpany projects that in FY 1993 it will exceed its perfornmance
goal s while underspending its budget.

The Conpany has provided a conpl ete explanation of its
expenditures for the first nine nonths of FY 1993. The
Departnent finds the $1, 216,718 of expenditures in these nonths
to be reasonable, and therefore recoverable fromratepayers. The
Departnment will review the Conpany's actual expenditures for the
final three nonths of FY 1993 in the next annual budget review.

C. Proposed Budget for FY 1994

BECo has provi ded docunentati on show ng that DOER has
approved all goals and conponents of the Conpany's 1-4 Unit and
MFB U Ps (Exh. BE-1, 8 V). Furthernore, DOER indicated that the
budget is consistent with BECo's approved U P and program goal s
for FY 1994 (Exh. DCER-1, at 16). The Departnment notes that the
Company's filing adequately identifies a cost elenment for each
goal and conponent of its UP. In addition, the Conpany has
provi ded an expl anati on of the budget expenditures, all of which
were listed by line-itemaccount (Exh. BE-1, § II1).

The record suggests that the |ine-item budget expenditures
proposed by the Conpany to neet its FY 1994 goals are reasonabl e.

As di scussed bel ow, however, there are two budget areas that
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requi re additional comment.

1. FY 1994 Marketing Budget

Al t hough the Conpany's goal for the 1-4 Unit Program has
i ncreased by approximately ten percent over its FY 1993 goal, the
Conpany has submitted a marketing budget for FY 1994 that is
nearly three tines its projected actual marketing expenses for
FY 1993 (Exh. BE-1, 8 V, at 6.C. 1). For the MFB program the
Conmpany's FY 1994 goal has dropped substantially, yet the
proposed marketing budget for this program conponent in FY 1994
is nearly twice the amount the Conpany expects to actually spend
in FY 1993 (id., at 6.C. 3).

In response to questioning on this subject, the Conpany's
wi t ness, Ms. Hagopi an, stated that although BECo typically
underspends its ECS marketing budget, custoner behavior is
unpredi ctabl e, and that the Conpany woul d prefer to have
sufficient funds available to increase its marketing activities,
shoul d the desired | evel of participation not materialize
(Tr. at 9-13).2 DCER supported the Conpany's proposed marketing
budget, citing the need to maintain a relatively constant |evel
of audit requests in the final three nonths of the fiscal year,
when participation typically tends to fall off (Tr. at 56-57).

The Departnment recogni zes that nunerous factors beyond the

12 Ms. Hagopi an stated that many factors may influence custoner
participation, including conpetition for custonmers from
utility-sponsored DSM prograns, the weather, economnc
conditions, oil prices, as well as events such as the Gl f
war (Tr. at 11-12).
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Conpany's control wll affect interest and participation inits
ECS program However, the Departnent finds that the Conpany has
not presented evidence regardi ng such factors sufficient to
support the degree of disparity between its FY 1994 marketing
budget and actual FY 1993 marketing expenditures. Furthernore,
the record shows that the FY 1994 marketing budget contains |line
items for expenditures on activities which are of extrenely
guestionabl e value in the achi evement of the stated purposes of
the ECS program For exanple, the FY 1994 marketing budget
includes a total of $11,000 for a line-itementitled "Local
Initiative" (Exh. BE-1, 8 IV, at 3.3). This proposed anount
remai ns the same as that included in the FY 1993 budget, despite
the fact that in FY 1993, only $337 actually has been spent

(Exh. BE-1, 8 V, at 6.C 1-6.C 3; RR-DPU-1)® Another exanple is
the line-itementitled "lIncentive Itens." The Conpany is
requesting a total of $8,000 in FY 1994 to provide custonmers with
itenms such as refrigerator magnets and pads of paper intended to
draw theminto a conversation about ECS (Exh. DPU-5). This
anmount is an increase over the FY 1993 Incentive Itenms budget of
$6, 000, despite the fact that the Conpany spent only $3,500 in
this area in FY 1993 (Exh. BE-1, 8 V, at 6.C.1-6.C.3). The
Department cannot find as reasonabl e expenditures that are so

tangential to the purposes of the ECS program particularly at a

13 The Conpany's response to RR-DPU-1 indicates that this noney
was spent to provide refreshnents to BECo custoners to
encourage themto attend a neeting regarding ECS (RR-DPU-1).
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ti me when the Conpany has successfully overachieved its
participation goals while significantly underspending its
mar ket i ng budget.

The Departnment notes that reduction or elimnation of these
budget line-itens would not alter the Conpany's ECS surcharge.
Nevert hel ess, the Departnent finds that the anobunts proposed in
the FY 1994 budgets for local initiative and incentive itens are
not reasonable. Accordingly, the Departnent approves
expendi tures of no nore than $3,000 for local initiative and
$3,500 for incentive itenms for FY 1994,

The Departnent directs the Conpany to nake every effort to
i nprove the efficiency of its marketing effort and to elimnate
any expenditures that are not essential to fulfilling the goals
set by DOER. For the Conpany's FY 1995 ECS budget, the
Departnent directs the Conpany to provide a thorough description
and rationale of all FY 1994 marketing expenditures. |If the
Conmpany decides to nmake any expenditures for local initiative or
incentive itens, it should provide in its FY 1995 ECS budget
filing an explicit showi ng of the prudence of such expenditures,
i ncluding a description of how such expenditures resulted in
requests for ECS services, and why such requests could not have
been generated nore cost-effectively through another marketing
nmet hod, such as billing inserts.

2. Fundi ng for MFB Auditor

Duri ng cross-exam nation, DCER s w tness, M. Ledgerwood,

i ndi cated that the Conpany has included nonies in its proposed
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FY 1994 budget to fund a position within the Conpany to perform
energy audits in the MFB program should demand for such audits
exceed the Conpany's current capability (Tr. at 51-54).
M. Ledgerwood stated that the FY 1994 budget al so contains
separate funding for an outside contractor to perform MFB audits
in case the Conpany is unable to hire an auditor internally
(id.). In response to a record request, the Conpany stated that
rat her than budgeting for two positions, it sinply could transfer
funding fromone line-itemto the other, depending on the need
for an additional auditor (d.). Accordingly, the Departnent
finds that the Conmpany's FY 1994 budget shoul d be reduced by the
$26, 240 specified for the hiring of an internal auditor.

Based on our review of the record, we find that a net
operating budget of $1,775,972 for FY 1994 is reasonabl e and
t hat the proposed surcharge of $0.21 per custoner bill is
appropriate. The Departnment will review the actual FY 1994
expenditures in the next annual budget review

D. Future Proceedi ngs

I n Massachusetts Electric Conpany D.P. U 92-78, at 19-20,

25-26, 30 (1992), the Departnent enphasized that in future rate
cases, as an aid in determ ning the reasonabl eness of certain

proposed adjustnents to test year operating expenses, the

14 This nunber is derived by subtracting $26,240 fromthe staff
sal ary budget (for the MFB auditor), $8,000 fromthe budget
for local initiative, and $4,500 fromthe budget for
incentive itenms. |In total, the Departnent has subtracted
$38, 740 from the Conpany's proposed FY 1994 budget of
$1, 814, 712.
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Departnment will expect all utilities, where possible, to provide
conpar ati ve anal yses of these adjustnents to other investor-owned
utilities in New England. Id. The Departnent recognizes the

obvi ous differences between a rate case proceedi ng and an ECS
budget review proceedi ng, and does not expect each utility or ECS
service provider to conduct this level of analysis on its own
accord. Nonetheless, the Departnent finds that the conparative
anal ysis technique is a useful tool in determ ning the

reasonabl eness of certain operating expenses.

The Departnent puts DOER and the investor-owned
utility/other ECS service providers on notice that in future ECS
proceedi ngs the Departnent expect, as a nmeans of determ ning the
reasonabl eness of a given conpany's ECS operating expenses, to
conpare where possi ble, one conpany's ECS operating expenses
agai nst other conpanies' simlar expense$> To facilitate this
analysis in the fairest and nost cost effective nmanner, the
Department recomrends that a cooperative dial ogue be established
anong DCER, investor-owned utilities, MSI, and the Departnent.

VI. ORDER

Accordingly, after due notice, hearing, and consideration

it is

15 The Departnment recognizes that, for a variety of reasons,
certai n conpani es experience higher costs to serve their
custonmers. These reasons, if explained and justified, would
be taken into consideration during the Departnent's
conpar ati ve anal ysis of ECS budgets.
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ORDERED That net operating expenses in the anmount of
$1, 635, 406 are approved for Boston Edi son Conpany for the fiscal
year July 1, 1991 through June 30, 1992; and it is

FURTHER ORDERED That net operating expenses in the anount

of $1,216,718 are approved for Boston Edi son Conpany for the
first nine nonths of the fiscal year July 1, 1992 through
June 30, 1993; and it is

FURTHER ORDERED That a net operating budget in the anount

of $1,775,972 is approved for Boston Edi son Conpany for the
fiscal year July 1, 1993 through June 30, 1994; and it is
FURTHER ORDERED That an Energy Conservation Service

surcharge of $0.21 per custoner bill is approved for Boston
Edi son Conpany for the fiscal year July 1, 1993 through
June 30, 1994; and it is

FURTHER ORDERED That if Boston Edi son Conpany is

overcol l ecting by nore than ten percent by the end of the third
quarter of the fiscal year, the Conpany nust refile for an
adjustnent to or elimnation of its surcharge.

By Order of the Departnent,



